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KEY ECONOMIC INDICATORS: PANAMA 


All values in million U. S. $ unless Exchange Rate: U. S. $1.00 - 
otherwise stated. Balboa 
ITE A B c p/l 

(with date of data shown) 1970 1971 1972 % Change 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 2 1,045.8 - - 10.6 
GDP at Constant (1960)Prices (3/72) ae. ee 2 eT B . 6 
Per Capita GDP, Current Prices (9/72) Re Ee SL ok ioe 0 
Bananas (million boxes produced for ers aera 

export) (9/72) (8 months 1972) 32.0 8.1 
Crude 0il (million barrels; processed) eh ee 

(9/72) (8 months 1972) 26.0 28.1 18.5 1.4 
Valuation of Panama Municipal Building Fae ea ant] 

Permits Issued (9/72) 7.7 18.8 
Unemployment in Metropolitan Area (10/71) 9.8% - SAT, Asset : 
MONEY AND PRICES 
Commercial Bank Loans Outstanding (year 

end balance except as noted) (9/72) 665.3 1,050.0(I 44.3 
N(emulative) (9/72) 1,520.0 | 998.0011) | 

(cumulative) (9/72) 941.9 998 .O(II 50.2 
To Residents (9/72) eT : 
To Foreign Borrowers (9/72) Sh ke 
Bank Deposits, Total (9/72)* 415.2 | 527.5 | 555.9(1) 4. 
Demand, Domestic (9/72) 99.1 {| 105.8 | 104.4(1) | 9.4 
Denand, Foreign (9/72) o | 27.2 | 25.51) | 24.0 
Time/Savings, Domestic (9/72) 1.0 | aoe | e2eaata) | 4.0 
Time/Savings, Foreign (9/72) 09.0 | 156.6 | 187.10) 
Funded Public Debt, Central Gov't. ee ee ae 

Total (9/72) 285.5 13.1 
Domestic (9/72)** ee : 
External (9/72) a ee. ST 
External Debt Svc. as % Goods § Svcs. oe ed 

Exports (9/72)*** 7.0 - 
Consumer Price Index (1962 base yr. for 

med./low income groups in Panama 

City) (9/72) 111.9 1.8 
BALANCE OF PAYMENTS AND TRADE 
Balance of Payments (goods & bee 

services) (9/72) -65.8P -78.7P 19.6 
Commodity Exports (FOB) (9/72) 06.3 | 114.0P | 62.1(11)P | 15.5 
U. S. Share (9/72) 62.50, 48.60] _46.08(1)P | 
Commodity Imports (FOB) (9/72) 5.4 | 354,.8P | 88.9(1)P x 
U. S. Share (9/72) 39.50] 35.20P] 36. 24(1)F - 


Gross Flows to Panama from Canal ae 
Zone (3/72) **** 161.5 168.1 4.1 


Notes: E - Estimates; P - Preliminary; (I) (II) Quarterly data; * Excludes domestic 
and foreign inter-bank deposits; ** Includes floating debt; *** [ycludes 
refinancing; **** Wages paid Panamanians, other services and goods 
purchased, transfers. /1 % change with similar period. 


PANAMA 


SUMMARY 


Panama's economy has continued to grow at a rapid pace with 
the public sector continuing to account for an increasing 
share of gross investment. However, the cost of living has 
also been rising recently at a somewhat faster rate. 


Even though construction is still being affected by 
shortages of materials, it is the most dynamic sector of 
the economy. Agriculture will probably continue to be the 
weakest sector and food imports will increase due to un- 
seasonable drought conditions from July until late August. 
Nevertheless, Panama's overall economic growth prospects 
for this year and next year are good. 


A large number of public investment projects are under 
way -- a new international airport, a new water purifica- 
tion plant and distribution system for Panama City, an 
expansion of the thermo-electric plant at Las Minas, the 
Bayano Hydroelectric Dam, the Darien Gap Highway, the sugar 
mill in Veraguas, and a large rural road construction pro- 
gram. A number of private investments are also being con- 
sidered or implemented in housing, tourism, expansion of 
the banking sector, expansion of the petroleum refinery 

at Las Minas, and expansion in the facilities for the pro- 
duction of construction materials. 


The agreement between the government and Boise Cascade on 
terms of purchase for the Panama Power and Light Company 

and the fact that elections have now been completed should 
help to strengthen the confidence of private investors, 

both domestic and foreign. (The elections resulted in 

new six-year terms for the chief executives of the government.) 


A new constitution includes several changes which might 
affect U. S. businessmen, especially those interested in 
engaging in retail trade. 








A. THE CURRENT ECONOMIC SITUATION AND TRENDS 


1. Current Situation 


If the government is able to execute most of its planned 
public investment program, which is budgeted at B/175.6 
million, Panama should experience another year of strong 
economic growth during 1972. According to the official 
data of the Office of Statistics and Census, the Pana- 
manian economy grew at an annual rate of 8.6 per cent 
during 1971 after adjusting data for price level changes. 
The extraordinary rate of increase in public investment 
spending since 1968 (including a more than 60 per cent 
increase in the CY 1972 budget as compared to last year) 
should begin to level off in succeeding years in order 

to assure that the external debt does not become excessive. 
Improved terms obtained in recent borrowing and refinancing, 
however, have eased the problem of the rapid rise in debt 
servicing requirements. 


Construction, tourism and banking remain the more dynamic 
sectors of the economy. Construction permits amounted to 
B/44.4 million for the first nine months of 1972 as com- 
pared with a total of B/48.0 million for the same period 
last year. The total number of visitors arriving at 
Tocumen International Airport and passing through the 

Paso Canoa border point with Costa Rica increased by 

8.1 per cent during the first seven months of this year 
compared with the same period in 1971. The growth in 

bank deposits has continued with an increase of 24.3 per 
cent during the 12-month period ending March 1972. The 
rapid increase in bank deposits, particularly foreign 

bank deposits, helped offset the sizable trade deficit 

and permitted a substantial increase in loans to Panamanian 
residents. Thus, the growth of the banking sector has made 
a significant contribution to the Panamanian economy and 
has promoted the position of Panama as an international 
financial center. 


The rising cost of living has become more of a cause for 
concern than in previous years even though prices in general 
remain reasonably stable. A Comptroller General's report 
stated that there is no doubt that in the last three years 
prices have risen at a faster rate than in previous years. 
This is especially true for such basic necessities as meat, 
fish, fruit, medicines, education, and housing. The rpport 
attributed this to insufficiency of internal production and 
profiteering by importers and concluded that the state must 
assume a decisive role through increased participation in 
production and distribution. In addition, increased labor 





costs and the increased price of imported raw materials have 
hurt the competitiveness of domestically produced goods in 
foreign markets and have increased the pressures toward pro- 
tection of domestic industry. 


Two recent examples of protectionism are the limitations 
imposed on the importation of shoes and sardines. Under 
Article 10 of Cabinet Decree 60 of March 7, 1969, the 
Office of Price Regulation (ORP)is allowed to fix import 
quotas on articles of prime necessity in order to stimulate 
production of local products. In July of this year the ORP 
issued a resolution which restricts the importation of all 
types of shoes to one pair for each ten pairs that are sold 
locally. Customs authorities also issued a regulation that 
passengers arriving in Panama could only bring in three new 
pairs of shoes per person. In September the ORP issued a 
resolution which authorized an import quota for sardines in 
order to protect the jobs of employees of a sardine canning 
plant that had decided to cease operations. 


Panama's sizable current account balance of payments deficit 
($78.7 million in 1971) has reflected a steadily worsening 
balance of trade deficit in which exports have stagnated 
and imports expanded rapidly during the past several years. 


However, exports have recently presented a more encouraging 
picture by rising during the first six months of this year 

to $62.1 million, 16 per cent higher than at the same time 
last year. All the export items increased with the exception 
of petroleum products which decreased by 10 per cent. The 
largest dollar value gains were registered by bananas (up 

8.4 per cent) and shrimp (up 41.5 per cent). 


2. Identifiable Trends 


Agriculture Lags Behind Other Sectors 


Agriculture has been a persistent problem area in the Pana- 
manian economy. Its importance can be found in the fact that 
the rural sector includes about half the population and 40 per 
cent of the total work force. However, the growth rate of 
this sector, excluding banana production, was only 2.8 per 
cent in 1971, which is less than the growth rate of the popu- 
lation. This means that the availability of domestically- 
produced food per capita is gradually diminishing, accom- 
panied by price increases, shortages, and increases in food 
imports. (Food imports increased by 26.7 per cent in 1971. 
Part of this increase may be due to the increased demand for 
more special packaged products which are only available from 
abroad.) 








The stagnation of agricultural production during the last 
two years reflected a decrease in the production of rice 

and corn and the lack of significant growth in banana output 
until this year. An unseasonable dry spell in June and July 
this year has affected agriculture (especially rice, corn, 
and fresh milk production) in the central provinces, thus 
making it unlikely that the agricultural sector will show 
much, if any, improvement this year. 


Construction and the Housing Shortage 


Construction continued at a brisk pace through the summer 
months, helped along by an extended dry season. However, 
this construction boom has aggravated the shortage of skilled 
labor and construction materials. As in previous years, the 
Institute of Housing and Urbanism (IVU) authorized the impor- 
tation of both cement and steel. In fact, the importation 
of more than a million sacks of cement became necessary this 
year to meet the demand since the expansion of local produc- 
tion was not sufficient to keep up with the growing consump- 
tion. However, new cement production capacity should be on 
line by the end of 1972. 


The housing sector is an important area of the construction 
industry. Almost all of the housing deficit in Panama in- 
volves lower middle and low-income families. The low-income 
group is the largest socio-economic group in the country, 
making up at least 75 per cent of the country's population. 
The urban housing deficit in 1970 was estimated at 76,000 
units according to an official census. There is an even 
larger number of substandard rural units scattered throughout 
the country. The influx of the rural poor into urban areas 
has created shanty towns, the elimination of which is a 
major target of the government's Special Housing Program 

for the next three years. The Municipality of Panama 
recently borrowed $10 million from U. S. banks to be used 
principally for this purpose. 


Although the increases in high income residential and com- 
mercial construction may not be sustained much longer, there 
should be an increase in government-financed construction 
projects in low-income housing. The need for low-income 
housing, as well as for additional hotel rooms to accommo- 
date increasing tourism, should offset any decrease in 

demand for new upper-income apartments and for office buildings. 
The shortage of materials and skilled labor will probably be 
further aggravated by large civil projects such as the Bayano 
Hydroelectric plant, the Darien Gap Highway, and the new 
airport, and will produce a continuing increase in operating 
costs in the construction industry. (Cost inflation is 
greater in construction than in the economy as a whole.) 


Transportation 


An important part of Panama's development has been the 
steady extension of its road network. The country now has 
about 4,250 miles of roads, half of which are usable only 
during the dry season. 


In May 1971, Panama and the United States signed an agreement 

to construct a highway which will for the first time provide 
road access to Darien Province and will, together with a 

similar agreement with Colombia, close the last gap in the 

Pan American Highway system. In May of this year, Eximbank 

and the First National Bank of Chicago made a loan of $15 million 
to Panama as part of Panama's $30 million contribution to the 
project. During the last dry season, work commenced on the first 
phase Ot the construction, and the Ministry ot Public Works 

has announced that on or about November 15, 1972 they will 
advertise a bid for Project No. 2 which involves construc- 

tion of 53.1 miles of highway between Canazas, Santa Fe 

and Canglon. 


The Inter-American Development Bank has approved a feasibility 
study for a new highway from Panama to Colon with an extension 
toward the new Tocumen Airport. The present highway is being 
rehabilitated by the U. S. Corps of Engineers, but it is not 
adequate to carry the increasingly heavy traffic using it 
(especially the trucks coming from the Colon Free Zone and 

the refinery at Las Minas Bay). 


Land has been cleared for Panama City's new $35 million 
Belisario Porras airport. Invitations to bid for pavement 
of the runway, construction of the ramp, installation of 
navigation aids, and construction of terminal building and 
other facilities will be accepted October 16 and 30. 


The government is also attempting to resolve urban trans- 
portation problems in Panama City. In order to alleviate 

the congestion of morning and evening traffic, it has changed 
the hours of the work day of all government employees. In 

an attempt to improve bus service, all the bus lines are being 
organized into either a transportation corporation or a 
transportation cooperative. The government has divided the 
major routes between these two entities. As part of this 
program, the government is considering authorizing the 
purchase of 300 buses to replace the large number that are 
out of service. 


The United Nations Development Program is financing a 
National Transportation Plan which will study every part of 








the transportation network -- highways, airports, railroads, 
and ports. The plan will elaborate a five-year program of 
investment for the years 1973-78 according to their priorities. 
Within this plan will be a study on the creation of an 
authority to centralize all the port activities, including 
development of container cargo handling facilities on both 
sides of the Isthmus. 


Infrastructure for an Expanding Economy -- Electrification 


In 1971, the total installed electricity generating capacity 
was about 168 MW of which about 68 per cent was owned and 
operated by private companies, the remainder being supplied 
by an autonomous state-owned government agency, the Insti- 
tute for Hydraulic Resources and Electrification (IRHE). 
However, IRHE has had for a number of years the exclusive 
right to construct and operate all new sources of generation 
in the country. Most of IRHE's program of investment is for 
the Panama-Colon metropolitan system which absorbs 85 per 
cent of total production. A second 40 MW steam generating 
plant went into operation at the Las Minas facility in August. 
In the 1973-76 period, IRHE will place in service the third 
steam generator unit at Las Minas and the hydroelectric units 
at Bayano. (Work is progressing on the Bayano project, but 
there have been delays reportedly due to labor and equipment 
problems.) Consumption of electricity in Panama and Colon 
for the last five years has increased each year on the 
average of 15 1/2 per cent. To meet the growing demand for 
electricity in the long run (until 1990 when it is estimated 
that 1,149 MW will be needed), IRHE is studying the feasi- 
bility of another hydroelectric complex at La Fortuna in the 
western part of Panama which would be capable of supplying 
electricity to the Province of Chiriqui, the Central Provinces, 
and the Panama City-Colon metropolitan systems as well. 


Government Purchases Panama Power and Light Company Assets 


On June 1, 1972, the government took over temporarily the 
Boise Cascade-owned public utility, Compania Panamena de 
Fuerza y Luz, which supplies electricity, gas and telephone 
service to Panama City and Colon. The government charged 
that Fuerza y Luz had discontinued its investment and ex- 
pansion program, thus endangering the country's economic 
development, and had failed to pay its fuel bills, raising 
the possibility of a power blackout. The utility company 
made the countercharge that the government was almost 


$3 million in arrears in payments for company services. The 
government gave the company 30 days to meet three government 
conditions -- to abide by Panamanian laws concerning utilities, 
to pay overdue debts, and to provide tangible guarantees that 
a five-year investment program to expand service would be 
undertaken. When no agreement was reached at the end of 

30 days, the government issued three decrees which extended 
the original intervention decree of June 1 for another 60 
days, authorized acquisition of the company’s assets, and 
provided for the transfer of its employees to the govern- 
ment's Institute of Hydraulic Resources and Electrification 
(IRHE). On September 15, 1972, the government announced 

that it had reached an agreement with Fuerza y Luz providing 
for purchase of the properties and installations of the 
company in Panama. 


B. IMPLICATIONS FOR THE UNITED STATES 


1. Investment Opportunities: New Constitution of Interest 
to Investors 


On September 11, Panama's newly elected Assembly of District 
Representatives met for the first time. After bestowing 
broad powers on National Guard Commander General Torrijos 

and electing a President and a Vice President of the Re- 
public, they devoted themselves to consideration and approval 
of a new constitution. The following comments are made on 
the draft constitution which has been approved by the Con- 
stitutional Assembly. (There is still a possibility for 
further slight changes at the time of this writing.) 


There are several significant changes from the present 1946 
Constitution that might affect U. S. businessmen. The section 
dealing with labor gives rights and guarantees more favorable 
to workers than the 1946 Constitution. However, the reforms 
in this section are not a new departure, but rather an up- : 
dating of the old provisions to include the present realities 
of labor-management relations and to incorporate the new 
labor code which went into effect in April 1972. This 
section makes possible the future establishment of a weekly, 
paid day-off "in agreement with the economic and social 
conditions of the country."' It protects working mothers 
under Article 67, which rules out pregnancy as a cause for 
dismissal from employment. In addition to providing for 

14 weeks of paid leave for pregnant female workers, it states 
that no woman may be fired for one year after giving birth, 
except as provided by the law. 
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Article 68 of the new constitution reaffirms the general 
principle, which is already in practice, that foreigners 
will not be permitted to work in Panama if they would lower 
the working conditions or standard of living of Panamanians. 
The Assembly had inserted a much more restrictive statement 
into the article that included foreign executives and tech- 
nical staff within the restrictions, but General Torrijos 
made a personal appeal to the Assembly to keep the original 
wording since the country needs the technical expertise 

of foreigners for its development. His action indicates 
the desire of the Government to encourage foreign private 
investment in ways which will complement the present ca- 
pacity of Panama. 


The article dealing with the right of the state to intervene 
in private enterprise (Article 245) was broadened somewhat. 
A new requirement was added (Article 246) that in all 
privately-owned public utilities, Panamanian capital must 
constitute a majority unless there is an exception estab- 
lished by law. 


Panama's existing Constitution limits the right to engage 

in retail trade to Panamanian citizens. However, an excep- 
tion was made for the citizens of those countries that 
maintained enterprises on the Isthmus which offered employ- 
ment to Panamanians. This exception has permitted U. S. 
citizens resident in the Republic to deal in commerce at 

the retail level. Article 254 of the draft constitution 
contains the same limitation of retail business to Panamanian 
citizens, but without the clause which permitted such opera- 
tions by Americans. Therefore, the possibility exists that 
under the new constitution, U. S.-owned firms, as well as 
all other alien-owned firms (as has been the case in the 
past), will not be able to enter retail business in Panama. 
This article would not prevent existing U. S.-owned retail 
firms in Panama from continuing to operate. 


In summary, the draft constitution under consideration by 
the assembly follows a trend, apparent in many Latin American 
countries, of restricting certain types of business to 
nationals of the country and a desire to give greater social 
benefits to working-class people. Panama remains basically 
one of the more attractive countries for U. S. investment 

in Latin America. However, U. S. investors should follow 
the further developments in changes in the constitution 
which may affect their investment opportunities since it 

is too early to determine what effects they will have on 

U. S. business operations. 


2. Trade Opportunities 


Developments in Panama indicate several potentially attrac- 
tive sales opportunities for specific product lines. The 
construction sector remains very strong, and although the 
methods used are quite labor intensive, there is an increas- 
ingly severe shortage of most categories of skilled and semi- 
skilled construction workers. With the major civil projects 
scheduled to get under way in the immediate future, these 
shortages are likely to worsen. Therefore, market oppor- 
tunities for products which might alleviate these types of 
bottlenecks appear to be excellent. 


Another especially strong subdivision of the construction 
sector will be road building. In addition to the govern- 
ment's significant road program, the major Darien Gap 
Highway (a $100 million project within Panama) is an 
important development by itself. It will give rise to a 
network of secondary feeder-roads to open up the Darien 
Province, which is now almost completely without road 
transportation. 


A final subdivision of the construction sector in which 
there appears to be good sales potential is in cost-saving 
methods and devices (such as prefabrication and unit module 
installations) for low income, basic housing units. The 
government and the private sector are increasingly empha- 
Sizing this type of housing construction, and top government 
officials have publicly stated the need to lower building 
costs as much as possible for these low-income projects. 


Another sector which could grow into a strong market for 

U. S. manufacturers is the entire agri-business area. 
Government awareness of the shortcomings in food production 
and preparation is likely to lead to new programs aimed at 
modernizing and expanding the farms, packing plants, 
canneries, dairies, etc. of Panama. 
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